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PREFACE

This is the seventh in the ser1es of curr1culum units in citizenship educat10n‘ :

‘ publ1shed by The Schwartz C1t1zensh1p Pro;ect It is concerned with how Amer1can S

bus1ness influences governmental amd Congressional economic and tax policies.
: Y*The un1t 1s concerned W1th aspects of our business and economic affairs which

‘. heretofore have not.been dealt ‘with adequately in either c1v1cs textbooks or c1t1zen- E

o 'sh1p educahon curricula. In keeping with the ph1losoph v of the pro;nect emphasis

L 1s not placed upon budgets and fiscal ‘matters. Instead the focus is upon the busi-.

: . ness and pol1t1cal issues. and pr1or1t1es which bear upon public and private finance.

| The author- exam1nes some of the maJor relat1onsh1ps between the business sl

{community and publ1c spend1ng Related quest10ns,. such as lobbymg and campaign '

:expenditures are also addressed The'text 1ncludes a case study of the issues

| and problems surrvunding the enactment of a state 1ncome tax law Many examples R

_serve to increase our knowledge and understandmg of current bus1ness pol1t1cal

. ‘and economic issues and’ deta1l the 1mpact an 1nformed cit1zenry can have in this

cparea of publ1c affairs,

vMark H. Krug, Editor

vNote: Dr. William D. Rader, author of this unit, is currently Associate Professor
| of Soc1al Stud1es Educat1on Flor1da State Un1vers11:y, Tallahassee Flor1da
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INTRODUCTION

TO THE STUDENT

'The subject of this booklet is rea.]J.y civics.  What does civics mean? Ac-

cordmg to Webster's New Colleglate Dictionary, civics means, ''that department
of political science dea11ng w1th rights of citxzenshlp and dut1es of citizens. " Most ‘

| courses .called Civics deal. with the legal obligations of the citizen to his govern-
ment and the rights and privileges, both legal and" h1storica.1 that the c1t1zen en-
joys. So, students 1earn about the Declaration of Independence, the Constltutlon
of the United States, and the Bill of Rights. Most of you have studied these things
before and will study them.again in more depth later on during your years in

school We all agree that knowing about our government and our relatlonship to it

is very 1mportant

' This booklet is about the day to-day re1at10nsh1ps to our government wh1ch
1nvolve our taxes. When we study about taxes we are studymg economics. Most
contacts we have with our governments ar1se from using services that governments
- prov1de--not only the federal govemment but state county, and mun1c1pa1 (city

or town) govemments too.

Be81des using government services, -our next most frequent and important
contact w1th ov.r* governments comes when we pay our taxes. Pay1ng taxes is im-
' portant .8ince most of the services we receive from governments depends upon
,havmg money to hire peop1e to do thmgs for us. |

The taxes we pay go to local and state governments, as we11 as the federal
government We operate our pubhc schools, our police and fire departments, our'
city govemments mostly from the money rece1ved from the collection of the prop-
erty tax. The buildings in which we live, stores and offices, i_‘actorles,‘ all have .
taxes levied upon them. Sometimes even personal belongings, such as the family
car, are taxed also. - | | ‘

Many states tax individuals who earn income a state. 1ncome tax in addi-

tion to the féderal income tax with which you are already familiar. In some of



: these states, and in several others, an important way state revenue is collected is

o through a sales tax, often a four or five per cent tax on the amount of purchase we

make in Stores. There are state taxes on gasoline, on liquor purchases, on vari-
~ous forms of tobacco such as cigarettes, and many others, although these do not
raise nearly as much revenue as do income and sales taxes.

Governments do not tax only indiv1duals. Corporations are. taxed also on
all three levels of government They pay property taxes on the buildings they own,
although sometimes cities and towns may reduce the amount of tax the corporation :
must pay.  Some cities think that having a corporat10n in the city is good for the
c1ty In order to encourage them to locate a factory there, the city may offer to
charge the corporat10n less tax than the corporation might otherwise have to pay
Most corporations do pay taxes on the property they own, however, and prov1de an
important source of revenue for local communities.

Corporanons pay income taxes to federal and state governments Very
often these are also large sums of income. - About one-half of every dollar of prof-
it earned by a corporation is returned to the federal government in corporate in-
come taxes. At the state level too, many corporat10ns must pay an additional in~
come tax. The business community, therefore, also has a real interest in how,
and for what purposes, government ‘spends tax money. _

O_ne‘of the big questions ‘our citizens must continuously answer is who
should pay for the services of government This is'a political decision in which
interested parties ‘try to protect their own 1nterests.

Furthermore, you know that citizens should play an important role in de-
ciding what the government does. You know about elections for the Preside’nt,
Senators, and Congressmen, but do you know how city policy is made, what coun-
cilmen do, what a bond issue is? Do you know how citizens can have an act1ve
' role in dec1d1ng what the government does at the municipal, county, state and fed-
eral levels? Have you thought about how government decisions are made and the
influence of lobbyists? Do you know how much it costs to get'elected" '

| In reading this booklet and studying from it you will find that many ques-
tions are asked You will have to think hard and deep about those questions and
often reflect on how you feel about issues ‘that are controvers1al to arrive at an-
swers, You may even have to question your own values If you. have questions of

your own, ask them, You, your classmates and your teacher will learn more if

4



- everyone shéres his questions and the group é-rrives at answers.

Throughout the history of this country good government has depended on |
educated and active citizens. This book was written so that you will be better pre-.:
pared to be an active, informed citizen. You will be much rhore knowledgeable

about the taxes people pay ‘and‘the services we get from them,

PR



CHAPTER 1

THE SIZE AND SCOPE OF GOVERNMENT SERVICES

A, The Federal‘Governm‘ent

The la1~gest amount of money spent by the federal government is ac counted

‘ for by wars--past wars present wars and defense preparatlons. In 1973, the total

e budget is est1mated at $246 -3 bllllon. In Table One, three 1tems are d1rectly re=.-

; ”lated to war expense Defense includes money spent to pay for current war expense

1n V1et Nam for other United States military actlon throughout the rest of the

e world for NATO, and for research and development done to prepare for future

‘ wars, Interest on the National Debt represents interests on bonds sold pr1mar11y

‘ dur1ng World War I to pay for our military act1v1t1es then, although the Federal

‘ Government con,mues to borrow; Veterans Benefits represents money spent on pro-

' “grams:to.aid ‘and ‘reward American soldiers who'part'icipatedin wars.
_ The Internahonal and Space 1tem 1ncludes all United States expenditures in
. Fore1gn A1d United Natlons and World Bank comm1tments ma1nta1n1ng the Diplo-

‘ 3.?:v,"'mat1c Corps and ihe Space Program o

The Agrlculture National Resources Transportatlon Housing. 1tem covers
- act1v1t1es ca11ed Phy81cal Resources by the Government; While iis act1v1t1es are

] j‘many and var1ed the ‘amount of this column for pr1ce support payments to American
: fo.rmers is est1mated at $6. 9 billion. Commerce and’ Transportatlon expendltures

e

are est1mated at $11 6 billion.

The" Income Secur1ty item *epresents outlays to pay for the natlonal ret1re-
ment program to protect people over 65 and others unable to work. The Federal ‘
‘Government w111 spend $18. 1 billion on Health, including Medlcare expenditures.

The item labeled Other includes a wide number of miscellaneous services -

provided by the federal government including education, general government and .

others.

..



TableiOne

U. S. Government Expenditures
Estimated for 1973 Fiscal Year
(July 1, 1972 to June 30, 1973)

Billions of Dollars

National.Defense oL . o | 78.3
Interest on National Debt S ‘ | ‘ 21.2
Ve'terans"‘Benefits | ‘ v - AR B P

International Affairs

and Space Technology . L o 7.0
Agriculture, National Resources ‘

- Transportation, Housing ' : ' 125.8
Income Secur:ity ' R . 69';7 \
Health = - R 18.1
Other (Education, General Government _

‘Expenses, etc. ) ’ ~14.5

Total - $246.3

- B. H‘S'vtate and Local Governments
A vf‘ew mejor‘serviees of state and local governments, compared with Fed-

L verel‘Govemmenf expendifures for 1966-1967 are shown in Table Two. Note that

‘ the largest s1ng1e category of expend1‘cures is Education, Tradit’ionally‘,f in the

) p Umted States, the prowdmg of pubh education has been left to our local and state

: governments. Another amount of money is expended for Health and Welfare; hlgh—

: ‘way bu11d1ng and mamtenance is also important,.

_ The range of services provided for citizens by state and local governmeflts‘ ‘

) ) is;very bfoad and varies widely from state-to-state and from local gevernment—to— 3
: flo‘c'al_a’g'overnment. To avoid confusion the State of Illinois and its local governments

| 'will‘BeIuSed as an exarriple, but it should not be assumed that the patterns of ser- |

vices and expenditures are the same for all states. There are many similarities,

“however.

9
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Tahle Two

. =
S

Comparison of Major Expendltures of Federal and
all State- Local Governments in 1966~ 1967

All State and
Local Governments :

Federal (millions of: dollars) -
E‘)ducation ‘ . $ 2,295 $ 37,919
S Highways | ) 100 13,932
v Health Hospitals and R o f |
Welfare | | o :4,191 14,858

C. .'ﬂl.’inois: State‘and‘Local Government

Table Three shows a broad overview of the expenditures made by state and
" some local governmental units in Mlinois in 1966- -67. We will not include coun-
'tnes townsmps, and special d1str1cts. All governmental expenditures excludmg
- the federal gove’ ‘nment in Illinois totaled nearly $5.10 billion, The state spent 34 6
‘,_vper cent of th1s amount, schoo; districts spent 29. 3 per cent, and mun1c1pa11t1es

. _ spent 19.6 per cent.
Analyze Table Three and discuss these questions with your classmates.

1, What do you notice about these three columns, state, total of local
governments, and school districts?

2.. What are the three most 1mportant functioas of mun1c1pa1 governments
in terms of costs? How do these functions compare w1th the expendi-~
tures for them at the state 1eve1'? :

Sl ‘ 3. - What other observation can you make, comparing this 1nformat10n with
| : that in Table One? What are the differences in emphasis as far as
spending goes, between Federal, state -and local governments?
4.. A municipal function is a service on which mun1c1pa11t1es spend a very
o large percentage of the total amount spent. Which of the functions
listed are municipal functions? ' ‘

10




R Education

‘ Stree}s and Highways
Puplic Welfare
Hospitals g

H ealth
Police Protection ",

Local Fire Protection
Sewerage ‘
Other,;,Sanitation :
Local Parks Recreation
Nﬁtural Resources
Housing and Urban Renewal
Alrports .
Water Transport
Park_mg Facilities

: Correction ‘

\ Libraries

Utility Expenditure

Table.Three presents figures for different places into a total.

‘expenditures between and among different cities,

e . (Thousands of Dollars)

State
431, 252
329,626
313, 825

192,286

31,118

17, 461

Local

133
134, 215

1,273

23, 195

" 14,966

157,215

70,186
39, 408

49,119
16, 310

24, 415

16,218

269
11,929
5, 874

23,313

166, 497

1

School District

1,409,943

To compare

it is necessary to transform the

data so that meaningful oomparison among cities of different sizes are possible.

‘ If your school or commumtv library has a book entitled Census of Governments,

i L
pubhshed by the Umted States Bureau of Census you can do some research and
d1scover how your city compares to other cities in -expenditures for certain things.

There is'a table that makes allowances for differences.in the populatlon of cities

: and towns it presents the dollars spent on a per capita, or individual basis.

ii
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The Why of Government Services

.
‘,, . : B

Governmental activities are a very large part of our economy. Their ex-

penditures have been rising steadily since World War IT and most experts predict =

o that they will continue to riseq In, 1965 the governments (federal state and local)

: : of the United States spent over $200 billion One out of eight employees has a

A government JOb ! To pay these people for services we require the governments
collected taxes that averaged over $1 000 for ea ch person in the United States-;
e every man, woman and child Some people think that. the governments spend 60
~ much and others think they spend too little, what do your parents think?

If you were asked to’ make a 11st of all the government Services you could

; "‘!'thmk of, you m1ght question why it 15 that governments perform these services:

: Why do governments perform certain serv1ces9 - Before we can decide whether a

o governmental act1v1ty is good or bad we must decide what we think the goals of

governmental act1v1ty are What do we want our governments to do'P
‘ - Many people have written much about the goals of American society and
: l;Congress has even ‘enacted a few 1nto law. A list of goa1s often 1ncluded are the
following. ’ N ' ‘ 1
1) Economic progress an 1ncreas1ng standard of 11v1ng |

2) Av01dance of mflation and’ depression ‘ ’

3) Freedom - to work, go into business or own property

4) Secur1ty From the economic hazards of 1llness and old- age
Can you add others to this list? It is not necessary to agree with this list it has
been presented as an example of what some think are America 8 goals. In order
to think clearly about how our soclety is organized goals must be established in
order to judge how well the nation is doing. v -

Once soc1ety's goals have been established, we ‘can’ th'*n profifably ask how
these goals are to be accomplished. The government's role in our economy,
part of providing goods and services for all of the people is usually called the public

sector, to distinguish it from economic activities of individuals and businesses,

Not all of" the work done for government is done by government workers
however. Frequently a government agency will have a JOb done by hiring a pr1vate
business which ‘specializes in that part1cular type of work. Some firms receive a

.‘ large portion of their 1ncome from such government contracts. "

12
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There are four types of s1tuat1ons wh1ch seem to.be better accomplished by

‘ govemment rather than pr1vate 1nd1v1duals and busmesses Each of these areas .

1s subJect to: argument.

Essent1a1 Public Serv1ces. An ‘example of an essential pilblicfservice

is fire protection.. Before governments provided ‘fire protection ser-
Ll v1ce to everyone each person had to arrange for this service himself.
~In ma.ny Amer1can c1t1es pr1vate associations were formed and members

'pa1d dues to maintain fire f1ght1ng equipment so that, if their property

‘cau‘ghtfire , the fire could be put out. 'If you owned property in one of

these towns and did not belong to the fire company your property would

be alvlo‘wed to burn down if it caught fire. This situation was very dan-

gerous and people deeided.to have their local governments provide fire
protection services for everyone and tax themselves for it.

Another example is national defense. All of us benefit from being
protected by national defense and pay taxes for this whether we want tc

pay for it or not. Further, there seems to be no way of withholding

. the benefits of national defense from someone who does not pay his

share. Essential public services have two general characteristics:
(1) each person benefits from the service whether he vvants to pay for
it or not, and (2) there is no effective way to withhold the benefits from

someone who does not want to pay for it.

When it is More Productive for Government to do it?. Suppose that

some farmers living near a river need more water to irrigate their
fields. The solution to the problem is to build a dam upriver and store
water until it is needed. It COStJ a lot of money to build a dam. In -

fact it would probably cost each farmer much more to build the dam

 than the amount he would benefit from it. 'In other words, the retum

to any one farmer will not make the expenditure‘worthwhile for him,
Still, the dam may have other benefits. It may be useful to-everyone
11v1ng downstream for flood protectlon or be used for water supplies
to downstream cities. The dam may be used to generate electric
power.‘ The lake created by the dam may have recreat10na1 values that

people from all over the nation could use on vacations. The benefits,

‘you see, may reach far beyond the or1g1na1 proposal to bu11d it. . Who

11




should pay for the dam" Smce the beneﬁts of the dam will go to many _

people d1rect1y and md1rect1y, many peop1e argue-that 1t ‘should be o

built by the’ govemment and pa1d for out of genera1 ta.x revenues

' i_,Expenswe and R1sky ProJects Probably the best example of an expen-

| s1ve and risky project that needs to be done by the government is the

space exploratlol: ‘r‘ogram C‘ould you' 1mag1ne any 1nd1v1dua1 or cor-

‘porat10n spend1ng the many b11110ns of dollars requ1red to do all the re-

search, construcnon and tra1ning to put a-man on the Moon or Mars"

' Someday space transport may be a proﬁtable busmess but it certa1n1y

is not now R the government d1d not spend the money and take the

r1sk in the name of all of us, the job s1mp1y would not get done

Produc1 g for the Common Good. ‘Governments frequently act for the

common good when the public feels that changes are necessary and

there does not seem to be any other way, or any better way, to do it.

An example of this is the law requiring children to stay in school in-

stead of going to work. ‘This effectively reduces the amount of 1abor ,
available for pruducmg goods and services but insures that ch11dren
w111 be educated Governments pave streets 1nsta11 traffic lights,
bu11d hosp1ta1s provide public assistance to poor and sick people, etc.
Each of thesa serv1ces is pa1d for by taxes. You can think of other
things we want government to do for us and for which we are willing to

pay taxes.

The four s1tuatlons 11sted above that seer to requ1re govemment part:n1pa- »

tlon are not simple and are frequently controvers1a1 - There is usua11y much argu-

ment about whether or not the government should part1c1pate.

14
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CHAPTER 2

THE EFFECT OF GOVERNMENT SERVICES ON A MARKET ECONOMY

In the United States when we talk about econom1c progress we usually mean

two sepax ate thmgs (1) 1ncreas1ng total output (output means the amount of goods
- and services produced by the economy), and {2) achieving a fairer balance in the
distribution of incomes. If you stop a moment to think about it you will see that
neither goal can be achieved without the other. ‘Total output can be raised with all
the increase going to one group (not achieving the second goal), and output could be |
distribnied more evenly v'ithout any increase in the total (not achieving the first
goal). Historically we hzve tried to ach1eve both of these. goals at the same time
with considerable success. - ‘ , -

One of the government's most 1mportant roles is that of reallocat1ng re-

| sources and incomes. By taxing people and then spend1ng the money for public
purposes the government changes the way resources are used. Th1s is important
to cons1der since resources are llmrced The same resources cannot be used for
public needs and private wants.

Chmgmijesource Use. Suppose someone earned $10, 000 last year and

had to ‘pay $2‘ OOIO intaices to Federal, State and Local governments. If he did not
have to pay that money in taxes, he might have bought another car, taken a tr1p,
or put an add1t10n on his houSe. A decision to buy a particular good or service
means that the things that are needed to preduce it Wlll be used for it and not for
somethlng else. A certa1n amount of skilled and unskllled labor, steel, rubber
copper, plastic, managerlal skill, machlnery, land, and all the other th1ngs needed
to produce a car w111 be used to produce that car 1nstead of being used to bu11d a
boat, perhaps.. Suppose the government dec1ded to use your tax money to support
natlonal defense by buying m111tary equipment, " Then labor, raw mater1als ma-
chinery, etc., would be reallocated. from your private use--to buy a car——to the
government's publ1c use--to buy m111tary equlpment Therefore you can see that
‘government act1v1ty reallocates scarce resources from the private sector to the
public sector. | : 15
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Chang1j Income D1str1but10n Instead of buying a igood or service with

your tax money the government may transfer your money to another person in the
| form of income. For mstance your tax money may be used to pay. for unemploy-
“ ,ment 1nsurance veteran' s benef1ts social secur1ty or pubhc assistance (welfare)

_payments. Government spending of this kind is usually called a transfer paymen:».

In these and other similar cases the goveriiment reallocates resources because
‘the persons who rece1ve these transfer payments will probably not spend the money
the same way you would have. ‘

Citizen's Sovereignty vs. Consumers' Sovereignty. The argument between

those people who belleve in more govev'nment activities and those who believe in
less b011s down to. the1r oplmons about whether the market process--free ch01ce
- by each individual on how he wants to spend his money--or the political process--
o pohtlcal dec1s1ons about the way resources should be used and how income should
‘be d1str1buted—-does a more effective job of making our llve., better. It increases
thewell being of the nation as a whole.

Consumers' Sovereignty. Each consumer 'votes' for or against scme eco~

nomic activity with his dollar by buying it or not buying it. In our market economy
a good or service must attract enough dollars to make a profit or the business'will
have to stop. Cuassmers' dollar votes determine whether or not a good or service
w1ll contmue to be oifered on the market, ,

Cltlzens' 80vere1gnty When economic decisions are made through the po- .

litical process C1t1zens Sovereignty is sa1d to exist.. Here the pol1t1cal vote de-
cides the 1ssue rather than the d1rect dollar 'vote' of tne market system. If you
want an active space program more and better parks, roads, public housing, etc s
you can't go out and buy them. You can express your op1n1on by vot1ng for a rep-

‘ resentative who promises to influence the government to do what you want 1t to do.

But you can't effectively express your dissatisfaction with a government program

by not paying for it. 1

1Some individuals, for instance, who are against war, have refused to pay
that part of their tax bill which they claim is used for military purposes. But the
courts have always ruled that it is impossible to determine the exact purposes for
which an individual's tax dollars are spent, and have therefore required full pay-
ment in such cases. : 1 6 ‘
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There are four important differences between consumers sovere1gnty and

1

¥ citizens! sovereignty

" In the pr1vate sector or market economy resource allocation decisions

are made on a one-dollar-one-vote_basis.‘ This means that people with‘ ’

higher incomes have a greater influence in the market than people with

lower incomes do because they. have more dollar votes. In the public

sector decisions are made on a one- person—one-vote basis. In the

public sector, each person has an equal say about 1mportant decis1ons

- regardless of his wealth since his vote counts as much as that of any

other citizen.

'In the private sector each consumer can use h1s dollar votes prec1sely

as he p1eases. You can dec1de whether to spend a few dollars on a new
record or go to the mov1es. You have very direct control over your

1mmed1ate economic choices,ybut in the public sector it is sometimes

very difficult to weigh the costs and benefits of government programs.

When a citizen votes for a representative he gets all the man's pro-

grams, not just the ones he likes best. The citizen has a general in-

.fluence on the public process but usually not on the specific details. In

the private sector 1f you don t want a car you can buy something else “

a.ltogether But in the public sector you must abide by the product of
government You have little m.ﬂuence over the details of a public pro-
ject, nor can you. usually find a satisfactory alternative, " Genera.lly |
speaking, the private (business) sector allows a greater ‘1nd1v1dual

choice than the public (government) sector,

‘In the private sector if you do not want a product you need not buy it,

‘but in the public sector you are forced by law to pay your share of pub-

lic projects whether or not you like them. “You must pay your share of
public sector activities m the form of your taxes. Another way to look -
at this side of the problem is to ask which sector does the best job of
protecting minority interests. A TV set is a' good example. In the
private sector you can choose whether or not ‘you wish to buy one. Even
though most people want a TV, no one can force you to buy one. Suppose
that a law was passed by majority vote which said that the government

should produce TV sets and that everyone in the U.S. would be ‘given
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| one. In th1s case you would have a TV set and pay for it through your
.tax money whether you wanted 1t or not, Even if you didn't take one
from the government or took one ‘and threw it away, you would still
. ; v,‘_be pay1ng for it in taxes. } .

4. ".‘_Votmg is not the only way that public decisions get made, The polit-
. j1ca1 processes 1nc1udes the passmg of 1aws. -Before a law is passed
sthere are often comm1ttee hearmgs which are subject to pressures
- from organized groups representing special interests, representatives

are-influenced by well-paid, skillful lobbyists who act on behalf of
‘ special interests. . Also.,‘ a representative may haveuto vote for some-

- thing he doesn't likein‘order to get other representatives to vote for
"one of his programs In the public sector the average man, the con- ‘
sumer and poorly organized groups often are not as well represented
as some well-organized groups, which have less difficulty getting what
they want enacted into law, In recent years, the poor, consumers, and
minorities have been organizing and lobbying for legislation that will be

- helpful to them,

How Large Should the Public Sector Be?

The United States spends less on government services (with the exception

of defense) than any other modern industrialized nation. John K, Galbraith in his

| ‘book, The Affluent Society, argued that we do not spend enough on public goods and

services. Although we have the highest standard of 11v1ng in the world, 1arge num-
bers of Amemcans are hunu'ry, have insufficient clothing and are inadequately

housed. Galbraith arg‘ued for a 1arger share of our national resources to be used

for public purposes

A Framework for Thinking about Government Programs

In the private sector decisions involving investments are made according to
the profits expected,; CA businessman examines a proposed investment to determine
whether it will earn more income than expenditures, 1eaving him a profit. A good .

businessman will also examine alternative bus1ness proposals to insure that he
E w111 pick the business wh1ch will give him the highest profit. -

The two major decision-making problems discussed above, to decide
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whether a gpecific project is worth domg at all, and to declde wh1ch of many pos-
s1ble proJects to undertake under condltlons of limited resources are also faced
in the public sector. Governments need to decide whether a project is worth doing
and which projects it can afford to undertake g1ven the amount of money avallable '
for spendmg 1 ' ‘ ‘
R Before Government decides to undertake a project, an analyst tries to f1g-
. ure the costs of a pro;ect and then the total benefits of the pro;ect If the benef1ts
- are larger than the costs, the prOJect makes sense and may be undertaken,
Of course, if there are other projects which are more important, or more
1mmed1ately necessary, or if the pro;ect requires more money than is avallable
or if there is not enough political support for it, it may not actually be done. This :
system of determ1nat1on Seems s1mple and straightforward. In rea.hty it is very
‘ complex. The method seems to work best when the kind of proJects under consid--
eration are closely related to private economlc activity. The method works best
when use .or projects w'hich have either actual or potential salable endproducts
: such as water, electrical power, and highway m1leage. In these kinds of proJects
it is relat1vely easy to identify the costs and benefits involved. Unfortunately most
government pro;ects do not have salable endproducts. It is very difficult to deter-
" mine the benef1ts der1ved from a good publlc library or school system. Still, even
" when the costs or benef1ts are hard to pin down the method provides a useful
framework for thmkmg about the projects,

Some Problems in Cost Determination

T1me strongly affects the cost of projects. Governments tend to move
slowly in dec1s1on-mak1ng so that estimated costs at the time a prOJect is conce1ved
frequently turn out to be h1gher at the time the project is actually started (it some-
" times takes years to get a project approved). Projects are often very large and
‘take a long time to complete: It may take years to build a major bridge, tunnel or
. dam. Again the prices may rise during the construction periods. Most govern-

. ment projects are expected to last for long periods of time-so maintenance and re-

pair estimates have to be made far into the future when no one is sure what prices

will be.

Concern about the environmental effects (ecology) is also becoming a factor
in deciding whether a project should be undertaken. This applies to the granting of
licenses to private developments as well as. to those initiated by government
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Some types of pro;|ects generate costs which fall on other government or-

) ganlzations businesses, and private citizens. Suppose the government builds a
major superh1ghway near the downtown area of a city. - The land taken up by the
highway needs to be bought from its owners (d1rect cost) and, once owned by the
government, real estate taxes will no longer be paid on 1t (indirect cost). If the
new road increases traffic to the downtown area, the 1eve1 of air polintion will
probably increase which may further increase the amount of lung dis ease among :
the citizens. Some of the land on which the new road is built was probably used by
e bus1nesses.\ Some of these may not reopen elsewhere causing a.n additional drop

I in tax collection and probably some unemployment,  The creation of a new highway
~ frequently requires moving sewer, water, electrical and gas utility lines *vhich

- probably would mean more expense to other government agencies and private busi-

" nesses.

Some Problems in Benefit Determination

»

Measuring the direct benefits of bus1ness like government activities is

: fa1r1y simple (if any, in fact, exist) for electric power provided by the government
over that supplied by a private utility company. - Nor is it too hard to determine
the time saved in travel when a new road is planned.

But estimating indirect or .secondary benefits, which may be larger than
direct or primary‘ benefits, is considerably more difficult, For example, a street
,fimprovements program will have direct benefits to many people in time and money
' »saved in;transp‘ortation. But it will also benefit some people who live near the im-
proved roads because their property may increase in value. It is very difficult to
estimate the increase in property value caused hy improved roads in advance.
People in the real estate business in the area will also benefit as their commis~
sions on sales will be 1arger when they sell property with higher values.

The creation of a lake for reservoir purposes may eventually result in the
- direct henefit of lower water prices to city dwellers, but it will also have secon-
dary effects by raising the value of surrounding land and by providing new outdoor
" recreation facilities in the area. These indirect benefits are difficult to measure.

~Other kinds of projects and services‘ have benefits that are extremely diffi-
cult to measure directly as .we11as indirectly. How doés one measure the benefits
a commnnity receivesby investing in'a good public library? or new patrol cars

for the police department? or higher salaries for teachers? or more and better
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E public park facilities? It is obvious that all of these activities do benefit the com-
munity, but these kinds of benefits are very often difficult to measure in dollars

and‘cents. :

.‘This dlscuss1on of the d1ff1cu1t1es of measuring the costs and benefits of
proposed government progects is certa1n1y not complete. - The problems mvolved
are highly complex and require years. of study for profess1onals. St111 the con-
cept of costs and benefits as a framework for th1nk1ng about government programs :
is a useful one when you.are form1ng your opinion of public proposals in genera1 ‘
or when you are requ1red to vote on such programs.

When you think about a part1cular government act1v1ty keep in mind ‘that
ben\=f1ts and costs are hard to measure. They 1nvolve things that cannot be mea-
sured. For instance, a superh1ghway through a small town may have great bene-
fitg in savings of time and money, but many people don't like the noise of fast traf-
fic and don't like the idea of having a physical barrier cutting their community in
half. All people do not share the same goals and values. You may oppnse a pro-
ject that many peop1e support, and others may oppose a project that you support.

In the public sector decisions are made politically even though the issues are mostly
econom1c. Economics can prov1de techn1ca1 information about the costs and bene-
_‘f1ts but each citizen has always to return to his own goals and values to make his

own judgments and decisions.
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' CHAPTER 3

. FINANCING GOVERNMENT

Government expendltures are a’ major part of our economy and the goods
"a.nd semces they pay for have sugnLﬁcant effects on our 11ves. Obv10us1y expen-
d1tures are only one s1de of the coin; to be able to spend money the government ‘
1 must have some means of gettmg money. The government gets most of the money
in the form of taxes. Table 1 shows ‘the amount of ta.xes the governments--federal

state and local--collect in maJor categorles.

Table One

Federal State and Local Ta.xes 1n 1965

Percent

© Taxes - ‘ ' ‘ . o $Biliion5‘ ‘ of Total
Personal Income Taxes ‘ 53 ‘ 28
| Corporation - g ' | . 30 15
Excises and Sales Taxes ’ . 28 L 14
: Property ’i‘axes ' 22 12
- Other. : ' . 24 13
- Payroll taxes (most Social Security) - 32 ‘18
Co - $190 100

~Payroll taxes for ret1rement through Soc1a1 Securlty are paid by individuals,
: mostly through deduct1ons from the1r paychecks. Personal and Corporaie Income
ta.xes are paid by 1nd1v1dua1s and corporatlons dependmg on the amount of money
they earn. Exc1se sales and property taxes are pa1d on th1ngs or services by
people We w111 go 1nto these taxes in more deta11 1ater but f1rst a questlon who
pays the taxes? ‘ v ‘ ' | ‘
-Most of the taxes are paid by‘people of average income. Most people with
high ‘incomes pay more t‘axes as individuals than lower income people but since
there are fewer people of h1gh 1ncome, they pay 1ess of the total. - Middleclass

k people are the maJorlty of the Amer1can population and so pay most of the taxes
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- : gIn 1965 more than half of the *otal taxes pa1d were collected from families whose
1ncome was between $6, 600 and $15,000. ‘

‘ The tax system in the United States is called rogresswe. 'That means that
‘the amount of taxes as a percentage of 1ncome should increase as income increases.
The ‘more you earn the more you pay. On thewhole this theory is correct, but if
‘ you look at local and state taxes alone, it is not applicable. Local afhd State taxes
’ tend to be regressw That 1s low- 1ncome people pay more ‘taxes as a percent of
the1r income, in local and state taxes than do average and high 1ncome people

» The difference between progresswe and regress1ve taxat1on isn t too hard

to keep -straight if you keep in m1nd that the 1mportant thing is the amount of taxes

paid as a percent of income.

The table below is an example the author made up, to illustrate a progres-

sive tax.
Table Two
PROGRESSIVE INCOME TAX
Income : . Tax Rate* v ‘ Tax Paid
$ 5,000 20% ' $1,000
10,000 259 " 2,500
15,000 , 30% - | , 4,500

-*Tax rates shown are not actual. They were chosen to show how progressive tax
works.

‘ This‘ tax is progressive because the man who makes more money pays more
taxes as a percentage of income than the man who makes less, The man with in-
' come of $15,1000 makes three times as much as the man with income of $5,000 but
he pays mcre than three times as much in income tax. If the tax rate was 20% of
income on‘the above table, it would not be progressive.

The tal)le below is an example the author made up, to illustrate a regressive

tax.
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BN V(Assume that this tax is paid by consumers only on food )

. able Three -
REGRESSIV E SALES TAX

SRE - SRR o o Tax as percent
‘ Income Co Amt Spent for Food . Tax Rate Tax Paid' . of income

2,500 1,500 5% - $75 3.00
5,000 - 1 500 8% 15 1.50
7,500 I 1,500 59 $75 1,00

In this case the tax is regress1ve because the man earnmg the most’ money
is paying less, as a percentage of hlS total 1ncome than the ‘man earnmg the least

money
What Would an Ideal Tax Be Like?

Most people who have studied taxanon agree that an 1deal tax should help
- further economic progress . enhance’ freedom and 1ndiv1dual choice and be fairly
d1str1buted No tax has everJully sat1sf1ed all these goals and, therefore; we must‘
make choices of the kmds of tax we want g1ven the, goals we value most. ‘
A, Economic Growth and Progress ‘ |
| Governments try to foster the economic growth of their nations Under our
pr1vate enterprise system economic growth is achieved by people saving some of
: the money they earn while other people invest it in businesses which produce more
: goods and services because of the new, 1nvestments ' People need to spend most of
the money they~ earn for food, clothing, shelter and other thmgs ‘that they want.
| The money that is not spent could be used for savings and investment which would
further economic growth ‘But governments need to buy the serv1ces they prov1de
which most of us agree are necessary. The. only way that Governments can get the
money is by taxation so the question becomes What kind of tax will do the least
harm to economic growth goals?: ’ |
Basically; .thereare two kinds of taxes: (1) those that vary with income, and
(2) those that are constant From the po1nt of view of economic growth, taxes that
vary w1th income ‘are better because they 1ncrease when earnings rise and people
can a.fford them more, and they decrease when ‘earnings fall and people can afford
them less. On the other hand a fixed-rate tax (like the property tax) tends to be bad
for economic growth especially when earnings fall, because they diminish the

. amount ava1lable for investment or spending.
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B Freedom and Individual Choice

In our private enterprise system we assume that people ought to have free-

dom of choice in the1r spending and that businessmen ought to have freedom to pro-

| duce whatever they like. We hope that bus1nesses will respond to customer's
choices and that the market system w111 automatically prov1de people with the goods
they want to buy. In this sense, an 1dea1 tax would be neutral; it would not affect :
the freedom of ch01ce of buyers nor would it effect the freedom of choice of busi- |
nesses In reality, our-tax structure does affect both consumer and consumer
ch01ces The Government taxes cigarettes and liquor heavily to discourage peo-
ple from buy1ng them. As the price (including the high tax) increases, fewer of

the 1tems will be bought relative to what would have been bought at the lower

' price because people buy less when the price goes up. Economists ca"ll the
effects of taxation on the free choices of consumers and producers distortions in
the market. An ideal tax pohcy would produce no free- market distortions. Prob-
ably thebest kind of tax from the point of view of reducing market d1stortionsto a
minimum would be one that taxed everyone an. equal lump sum a.'head' tax. ‘Since
everyone would have to. pay the same amount regardless of what he eamed how he
earned it, or what he spent it on, there would be no distortion. ' Taxes on goods
that people absolutely need, such as salt, produce very little distortion. On the

& other hand taxes on goods which respond greatly to price changés (most luxury -

_items) tend to have a high distortion effects.

C. Fair Distribution M
Most everyone agrees that taxes should be 'fair', but hardf_ly anyone can’

agree on what 'fair' means. There are three generaliideas of fairness in taxation
-

~ policy: - |
1. The Benefit Theory. This theory says that those who benefit from
" government serv1ces should pay for them. The only real problem with
this notion is that its frequently difficult to determine who benefits
from an act1v1ty. If a new sewer line runs past your house, it seems '
fair that you‘should pay a share of it, The cost is easily assessed,.,and
: the benefits directlyymeasurable But, who be-xefits and to what ex-
" tent does a person benefit from nationa’ :fense expenditures? Sup-

pose we app11ed the benefit principle tc¢ :hooling. .Only those parents

",
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with ch11dren in school would have to pay a fee for each child If th1s :;“ i
1- were the case fam111es w1th no ch11dren would not pay any school tax o
. - and fam111es with many children would have to pay very high rates to 5

? send the1r ch11dren to school Children of fam111es w1th low mcomes

would be unable to go to school If this pr1nc1ple were appl1ed to

schools, the system of educat1on for everyone in high school and ele- S

. mentary school would d1sappear Payments to mdwiduals for welfare - T

: ould be 1mposs1ble because the people who benef1t from welfare pro-
grams don't have the money to pay for them.r The app11cat10n of the
benefit pr1nc1ple would result in the government oe111ng services only
"to those who can afford them., ’
Ab111ty to Pay Theory Thls theory holds that people should contribute .
to the .government aic’é'c“i’iordmg to the1r ab1l1ty to pay for its serv1ces, it
differs from th{beneflt pmnc1ple 1n that those who can' t a.fford a ser-
vice would get it anyway The question here 1s how to measure some-

one's ability to pay. Should everyone pay a fixed rate on lncome--say

10% on total mcome‘? Should peop1e w1th h1gh 1ncomes pay a h1gher ‘

‘ proportlonal rate: than people w1th low mcomes‘? We generally agree

" that taxation shouléd%be progress1ve rather than regress1ve but there is
no log1cal basis for dec1d1ng on what. spec1f1c rates should be. In prac-
t1ce it is decided politically rather than econom1cally o
Equal Treatment to those In Equal Sltuatlons. ‘What 1s an equal s1tua-‘
tion? Can we. def1ne an equal situation in terms’ of money 1ncome alone‘?

Is a single man earning $7500 equally sﬁ:uated w1th a marr1ed man

| having five children earning the same amount? Are the earmngs of a.
T

factory worker to be: treated the same -as interest from a savmgs ac-
.count? Should money. b: streated the same as a gambler s wmmngs‘?
As in the ability to pay theory, these questions are moral and eth1cal

~ They are also usually settled for political reasons rather than for: eco-'
nomic ones. |

» c ‘ When are Taxes Too High?

Before we exam1ne each main type of tax it is worthwhlle to try and answer

wtwoma;orquestlo‘ns' SR 26
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-~ 1. . How much taxation is too_;'.%t‘tuch?

2. Who final y pays taxes?

Taxes are 1mposs1b1y h1gh' One more penny m taxes and business will
j»come to a screechmg halt!. "‘ says John Q Busmessman These sentiments are

' _.‘Erepeated by homeowners paymg the1r ‘real estate taxes, people filing their tax re-

: ‘:"turns every spr1ng, and Just about everyone else., Are taxes too high? How much -

g ﬁ1s enough‘? Its very hard to try and answer these questlons in dollar terms. Per-

g ‘.{'haps the best way to handle th1s problem is to turn it around and consider what the

;"111 effects of h1gh taxatlon may be.

"1. I taxes are too l'ipeople may decide to work lees. When the govern-'
' Vment takes a very h1gh percentage of my paycheck I may decide not to
work hard I "mght not try for another promotion because the extra

effort requ1red may not be matched with enough extra money (after
’ “ taxes) to be worthwhlle. ~Probably most people are not affected this '
:way because they need all the money they can get. People w1th high
| 1ncomes may decide not to undertake a new investment if they feel that
' most of the money they m1ght earn w1ll be paid out in taxes.

2. If taxes are too hlgh people may dec1de to 1nvest less. Investment is

risky, since no one knows in advance whether he'll be successful. If

_the ordinary returns from 1nvestment are substant1ally reduced by.

h1gh tax rates some pe0ple may decide that takmg the risk is not

T worth it,

3.  If taxes are too high people maLtry to avoid paying them. It is impos-

sible to determine how much money the government does not collect be- -
. cause people do not report 1ncome Some who study taxatlon beheve
= that taxes are 1llegally avo1ded on as much as 5% of all wages, most

E mterest 1ncome from bank accounts, and a very large percentage of |

: bus1ness 1ncomes It seems reasonable to assume that if tax rates got

- higher more people would try to avoid paying taxes.
4, There is often a difference betweenb the person who turns over tax
money to the government and the person who finally pays the tax. Take

the case of the cigarette tax.. 'I‘hls tax 1s paid to the government by the

5c1garette manufacturer, but he may not be the f1nal tax payer - Perhaps

L ;;the f1nal consumer pays the tax in the form of h1gher pr1ces. Inthe
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o case of landlords h1gh real estate taxes genera11y get passed on to. the L
" ..tena.nts 1n the form of h1gher rents. In genera.l the taxed person will

- try to Shlft the tax to someone else whenever he' can,

fWhat Kinds of Taxes Are There?

RN

’ nj:A Persona.l Income Tax =

| ‘ The Federal Personal Income Tax is levied on nearly all personal money

mcome.' A persona.l deduct10n for each family member, deductions for- personal
| ‘ bus1ness expenses medical expenses, charitable contributions, etc. are allowed.
S1nce h1gher rates are applled to higher incomes than lower ones, the tax

g progressivee At h1gher 1ncome levels loopholes exist wh1ch often makes it valu-

L able for persons in these h1gher brackets to employ lawyers and accountants to

help them reduce the1r tax bill. Thls tax falls on the taxpayer directly.
‘Many states also use the income tax to raise income they need. In the next

_chapter there 1s a case study of what the passage of an income tax meant to Illinois,

: o Corporat1on Income Tax

The corporation Income Tax is levied on the money income of all incopo-

rated bus1nesses .The laws surrounding this tax are even more complicated than

those of the persona.l 1ncome «ax, This tax is somewhat progresswe After taxes

‘ on corporate income have been ‘paid by the corporatlon dividends paid out to stock-
holders are then taxed again as personal income. Corporate income taxes may be
“‘. ‘passed on to the public in the form of higher prices.

Many states also tax the incomes of corporations, as is done in Illinois.

' Excise and Sales Taxes

Excise taxes are collected from the manufacturer on items produced. The
Federal Government, most State governments, and many local goverrments apply
excise taxes to liquor, gasoline, cigarettes and jewelry. The excise tax is almost
always shifted to the consumer,. and is usually regressive because the amount of
the tax is effectively a larger percentage of the income of the low- 1ncome consumer
than it is. of . the h1gh income consumer,

‘ The sales tax is a percentage of the price of a good. It is usually to the
government by the reta1ler but the 1nc1dence is on the consumer.,

Property Taxes
The property tax is a f1xed percentage of the assessed value of real property. ‘
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% A tax assessor determines hoW much a house is worth, and then levies a tax on
- i the owner at a rate usually determined by law. They are the single 1argest income
'f‘producers for local governments, In practice, once or tw1ce each year the local
government figures out its budget and estimates how much money it will need. The
v loeal government also assesses the value of all real property under its juri‘sdiction-.‘
Then the government figures out what tax rate based en assessed valuatien”will |
raise enough Irloney to pay its bills.‘ For instance; lf the government will need
$10 million for its program and the total property‘is valued at $500 million‘ the
tax rate would be set““at 2 per cent. The property tax is usually justified on the
benefit pr1nc1p1e, it 1s argued that property owners benefit most from mun1c1pa1
services and thus pay for those services in proportion to the value of their prop-
erty. |
Whenever a government seeks to raise additional revenue, it may either
~raise the rate of an existing tax or levy a new tax. In the state of 1111no1s in 1969,
the governor decided that a new tax--an income tax--was needed. The story of

the pasqage of this new state tax is the subject of the next chapter.

DO
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CHAPTER 4

A CASE STUDY - PASSING AN INCOME
.~ TAX IN ILLINOIS

Governor Samuel Shapiro who came to office as a result of the elevation

3 of Otto Kerner to a federa.l Judgeship, appomted the Governor's Revenue Study Com-

L Im1ttee when it became apparent that the State of Illinois was facing a fiscal (finan-

f .cial) cris1s . The Committee s basic recommendation in a report to Governor

, Richard Og11v1e was as follows: . "The best new tax which. the General Assembly
| can adopt to become effect1ve on January 1,71970, is a flat rate income tax.

_ What led up to this recommendation, and why was Illinois’ facing a financial
crisis? These questions and others will be conSidered in this case study as well

. as the polltJ.cal drama that unfolded and the compromises that developed.
The Crisis

During the nine years between 1957 and 1966 population in the United States
‘1ncreased by 27 million persons but spending at a11 levels of government--federal,

: -‘state and local increased from $125 billion to $225 billion The faster growth of

v spending compared ‘with populat10n meant that government was spending more per

.person In 1957, government spent $736 per person and this increased to $1, 148
':per person in 1966. In general Illinois spent less per person at the state and local
level than the national average. The average in Ilinois in 1866 was $382 per per-

son, compared to a national average of $423.
The crisis came to a head in the 1967 -1969 biennium. The General Assem-
bly planned changes in the tax structure tha.. increased state spending to $5. 8 bil-.
~ lion for the budget period, with a planned surplus on June 30, 1969 of $700, 000.
In the meantime one of the tax changes was repealed and another ruled invalid
the net result in these revenue reductions was a reduction in tax revenues conser-
'b vatively estimated at $200 million "The state instituted an austerity program and -
'the Genera.l Assembly, in spec1al July seSSion authorized the borrow1ng of up to

$60 million dollars from various motor fuel tax funds for General Fund ‘use.
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'Clearly the crisis was upon the state. Something had to'be done.

State and Local Spending - 1966

A comparison between Illinois state spending patterns and those in other
]s'tates can achieve a fairly objective view of Illinois governmental expenditures.

‘Based'upon an average of all states, a breakdown of Illinois state spending can be

‘compared.
- Table One ' =
1966 Per Capita Spending
(State and Local)
11linois National Average
Welfare : $62 ' 865
Highways - ‘ $48 $65

Education $162° ' $170

Illinois was the only major industrial state that spent less than the national

average on public assistance and welfare, partly because of careful control of funds

‘ and steps taken to correct public assistance problems. In areas that are relatively

sma11 Illinois exceeded the national average: $8 vs $6 for~Recr'éaﬁon, $14 vs $13

- .for Sewage, and $23 vs $21 for Police and Fire Protection, In areas of general

adm1n1stratlon interest payments and other m1sce11aneous expend1tures Illinois

spent less than most states,

The case for educat1on in Ill1no1s has been we11 documented in newspapers
and by the state education organ1zatlon and federat1on of teachers union, In 1966 a:
smaller port1on of local school revenue was der1ved from state collected taxes than
. was typical of the nationalvaverage: 22.7 percent in Illinois compared to 42. 3:per-

cent.

State Revenue Sources

' In 1966 Illinois relied more heavily on sales and utility taxes than other
. states. In 1957 the state alone collected $700 million in taxes; this rose to almost

| $1 4‘.bi11ion in-1966, Table Two shows where the revenue came from, 'in 1957 and -
1966. Co . 31



| Tab'le Two

IlIiho‘ié “S't'ate Tax Revenues
(in millions of ‘dollars)

 Kindof Tax . . 1957 1986
| ‘Sales“‘ | . 296.1 ' 669.5
Motor Fuel | . 129.4 180.3
L1censes a.nd Fees » | 106. 4 166.5
Clgarette : . E o 33.4 98. 4
Utility S 3.8 816
Aicoholic Beverage L 25.6 48.0
" Inheritance ‘ o1s. 2 45. 2
~ Other S 41.9 75.17
| To‘tal L $690.8 $1365. 7

It can be seen that Illinois re11ed heavily on a sales tax since it did not have

~an income tax. Let's compare the sources of revenue in Illinois with the national
average.
Table Three

Sources of Tax Revenues - 1966

- | ‘ Illinois ‘ National Average |
~ Sales | o 49.0% . 26.8%
- Motor Fuel = = 13.2 s
_Licenses and Fees = , 12.2 o © 11,9
Cigarette = 7.2 : 5.2
Utility ‘ 6.0 1.9
Other o a 12. 4 17.0
Individual Iﬂcqme o =0 - C 14‘. 6
Corporation Income - . -0- ‘ ' 6.9

As we d1scussed in an earlier chapter it can be observed that Ilhnms

re11ed more upon a regreSSWe type tax, sales, than other states.
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How Did the State Get Into a Financial Crisis?

At the beginning of this case study, ‘we reviewed the problem in general
terms. The General Assembly voted to increase spending the General Fund by
one billion dollars.  Existing tax sources were expected to produce tax revenue of
$315 million, leaving $685 million to be raised. ‘

‘Governor Kerner suggested an extension of the sales tax to cover nearly
all business services, including insurance advertising,‘ law and medical fees.
This suggestion proved to be unpopular and the General Assembly rejected the
governor's proposal The legislature -proceeded to reduce appropriations; how-

ever, more revenue was ctill needed

To finance this the General Ass embly proposed a 3/4 of one percent in-
crease in sales tax an additional Service Occupation Tax; an increase in the’ cig-

arette tax; a ‘change in the mheritance tax base; an increase in the utility tax; and

. a few other revenue-producing procedures. The results of all of these actions in-

creased all General Fund sources, except alcoholic beverage taxes. These were

designed to produce the $700,000 surplus discussed earlier.

- The inheritance tax changes were repealed and the Service Occupation Tax

was declared unconstitutional by the State Supreme Court As a result, the slight

planned surplus became a deficit and there was no revenue ava11able to fund pro—

grams already authorized by the General Assembly. In addition to this, it became

- apparent that costs for public assistance and ‘welfaref would be substantially higher

than planned.

Looking ahead to the rext biennium, (1969-1971) -it appeared that certain
appropriations would need to be higher. Higher education was estimated to require
$75 million to $225 million more; junior colleges $23 million more, common
schools, between $50 million and $400 million more, depending upon the amount of
increase in expenditures per pupil; public assistance a.nd welfare, $325 million
more; and mental health, $100 million more. These increases, as estimated,
range from a total of $573 million to a possible $10‘73 million, and this money
needed to be found somewhere. ‘

Assuming no new taxes and a ten percent 1ncrease in the revenue achieved

from all tax sources it ‘was estimated that the state General Fund revenue could

.‘1ncrease by $171 million enough to support the spending of 1967-1969. levels, but
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' clearly not sufficient to’ support the increases in spending predicted necessary for

 the 1969-1071 biennium

Governor Ogi.vie Propos es

Early J.n April 1969 the governor delivered h1s budget message to the Gen-

“eral Assembly In'it he proposed a flat 4% tax on the incomes of lnd1v1duals and

corporations in order to achieve the amount of revenue needed to fmance state’

‘ operations. ‘An early reaction came from John V. Touhy and Thomas A McGloon,
House Democratic Leader and House Republican Leader, 1n a prepared statement .
_' ‘dated April 14 1969 The statement indicated that "The f1scal condition of the

- -state 1s too serious for parti°an pOllthS. ’I‘heir statement 1ndicated thd.t a study

fof the’ budget revealed that there would be a surplus of $575 m11110n in fiscal, 1970

(July 1, 1969 to June 30, 1970) ‘A series of cr1t1c1sms of the budget message

followed but they (Touhy- and McGloon) declined "j judgment as to new taxes or new
Judg

’ fprograms the Governor has requested Such dec1s1ons must awa1t much additional

1nformat10n and evaluation. " The battle lines had not yet been drawn. The intro-

. duction of the revenue bills set the debate in motion.

Politics Enters and the Debate Begins

On April 29, 1969, Governor Ogilvie 1ntroduced his revenue proposals, in-
cluding bills to levy a four percent income tax on all citizens and corporations in
the state. The proposal was in line with the major recommendations of the Gov-
ernor's Revenue Study Commi_tt'ee, as adopted by an official vote of the committee.

"A'flat rate income tax, applicable to individuals and corporations alike at
the same tax rate, in an amount to be determined based upon state needs. "

""The tax to be applied to the federal tax base with certain additions and
deletions ---- .

"The income tax law to become effective on or before July 1, 1969, and
applicable to income beginning January 1, 1970, and until the State Con-
stitution is amended and action can be taken thereon. "

Estlmates placed the revenue from an income tax at $250 million for each

" one percent of tax lev1ed In addition the report said that "The other problems

before the General Assembly at th1s time is the task of introducing more equity

‘ mto the whole tax system.‘

A blll such as the proposed income tax law becomes politlcal from the
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‘ moment it is introduced. Any increase in taxes is of concern to citizens, no mat-
‘ ter what the reason for an increase. .

On the floor of the Senate that day, Apr11 29, 1969, Thomas A. McGloon
Democratic leader spoke of the necess1ty 'for us as Senators and as members of
the legislative branch of state government to 1ook carefully at the way this adm1n—‘

| istration is spending‘public money before we vote for any of the additional taxes
that have been requested.' He referred to Governor Ogilvie's speech of. severai
days ago defending the Governor's tax proposals. In it the Governor had suggested
the cutbacks in edﬁcation and welfare that would be necessary if the income tax
were not passed. = . ‘ . |

"These frankly are scare tactics. The Governor has tried, and is continu-
ing to try to go over the heads of the legislature to persuade the people of
this state that the medicine he has prescribed is necessary to cure what he
has called the sick state of Illinois. "

The Senate Revenue conducted lengthy hearings on Senate Bill 1150, the
‘proposed 4% flat income tax bill. In the meantime the House Appropriations Com-
mittee tabled a series of bills calling for a 2 percent individual income tax and a 5
percent corporate tax. The President of ‘the State Chamber of Oommerce testified.
in favor of the proposed income tax. Wilham J. Crowley, also an executive vice-
president for Northern Illinois Gas, 1nd1cated the State Chamber's reluctant sup-
port of a flat rate income tax, "if additional large amounts of state revenue were
required. el | o -

"I am frequently asked why businessmen in Illinois are for an increase in
taxes. My answer is simple--we are not. But, we are for adequate finan-
cing of necessary government services provided in an economical manner;
and we feel if additional revenue is required--the least objectionable way to
get it is by an income tax following the principles of this bill ... Any in-
" crease in taxes constitutes an increase in business-costs wh1ch makes the
competitive position of Nlinois business in competing with firms in other
states more d1ff1cu1t :

The Director of Finance also testified on behalf of the proposed legislation.
Senator McGloon, in the forefront of the opposition, released a statement on May
19, 1969, stating that the defense answered none of the basic questions that had

been raised. McGloon discussed the high taxes in Illinois on people with incomes

above $7500 a year. He went on to say:

"On the other hand, Illinois now taxes corporations less heavily than any
‘other: industrial state ... Only four‘other states out of 41 tax corporate
1ncomes at less than 4 percent
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‘: Under the Governor s, 'reform tax! program 1111n01s will have the distmc-
- tion of hav1ng the h1ghest taxes on 1nd1v1dua1s and the lowest taxes on cor-
vﬁlporations. SR : :

' The Democrats do not. feel that s1mp1y because a program has some mer1t
‘it should be established and funded this’ year, ~Just as responsible individ-"

) uals postpone worthy purchases because of lack of funds, S0 must- the state,
The taxpayers can't afford everything, " :

A Time for Compromise

The hearings, debates, and private closed-door discussions had convinced
the leadership of the House and‘ Senate that an income tax on individuals and corpo-’
rations was necessary. The issue that divided Repubhcans and Democrats was
whether the flat rate should be the same for individuals and corporat1ons. As the
day for adJoumment of the General Assembly approached the oppos1ng powers en-
tered into serious discuss1ons of their dlfferences. ‘

" On or about June 15th, Governor Og11v1e presented his ' f1na1 revenue pack-‘
age.' It called for the three percent ﬂat 1ncome tax on both corporat1ons and indi-
viduals with provisions for the return of some tax monies to cities. It provided

for an effective beginning date of August 1, 1969 for the tax. Senator Arrington,
sponsor of Senate Bill 1150, supported the Governor's new proposal as did House
Speaker Ralph T. Smith, ‘ ' ‘ |

The Democrats countered with a proposal which included a differential in
rates--two percent for 1nd1v1dua1s and four percent for corporat10ns. | ‘

The execut1ve vice- pres1dent of the Illinois State AFL-CIO released a state-
ment in the Weekly News Letter dated June 21, In part, the statement read:

We stated firmly that as much as we disliked any taxatlon and aware that
our own membership was also objecting to any new taxes we would support
new taxes of some equity and fairness to wage earners was evident .., if an
"income tax was to be enacted during this 76th General Assembly, there must
"be a lower rate for individuals. There should be a reduction in the sales

tax. "

The Chamber of Commerce supported the position of Governor Ogilvie. :

S. B. 1150 Is Passed |

At the eleventh hour, a compromise revenue package was agreed upon. It
: called for a sp11t rate income tax of 21/2 percent for individuals and 4 percent for -

: corporatlons. : The Ill1n01s House passed the b111 by a vote of 91-73 on June 30th
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"followmg 1ts passage 35 22 by the Senate. The State Chamber of Commerce dis-
3 agreed with the 1ncome tax comprom1se Governor Ogilvie said that it represented
a' blpartlsan comprom1se d1ctated by the public interest. "

Both Senator McGloon and Representatwe Touhy voted for the mcome tax

. L b111 as d1d Senator Arrington and: Representat1ve Smith, Ina letter to the author,
i ‘dated June 6 1972, former Senator McGloon, now Justice in the Appellate Court--

F1rst Dlstrlct wrote

"It was only through constant pressure, research etc., that ultimately re-
sulted in the diminution of the rate wherein the people were saved one and
one-half percent on the income tax demands of the Administration! "

In order to put this very controversml 1ssue‘1n perspective, the reader ‘
should know that for decadesan'y suggestion of an income tax met with severe pro-
tests‘ and many peliticians believed that it could never be passed. Many Represen-
tatives and Sendtors represent the interests of the citizens:of their districts.. The

final vote, by political party, is presented to indicate that‘ -although the 1eadership

of both parties compromlsed by no means could the bill be co1151dered as passed

by a landslide.

Table Foﬁr
Roll Call Vote on S. B. 1150

_ House | Senate
Republicans for 69 2l
‘Democrats for . 22 ‘ L 14
Repubhcans Agamst . o 25 17
Democrats Against . 48 5

| | | 91 173 35 22

The Effect of the Income Tax
» - on State Revenue
In order to indicate the importance of the income tax in the state's total ‘
3 f: revenue picture, here is one final table showing how much tax money was coilected

by the Illinois Department of Revenue. Data was supplied by thisagency.
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‘“1967 o L -0-

1968 ‘ - : -0~
 §71969(Aug~Dec)" | $ 275,877,779
C1970 — 930, 396, 552

* Table Five

Income Tax

1971 © 1,050,973,262

Taxes Collected, 1967-1971

All Taxed (inc. income tax

. beginning Aug.",-1969)
'$1,282,776,107
1,535,158,263
1,961,259,112
2,633,4717,842
2,897,003, 265

]J.11no1s' ﬁscal crlsis was solved--at 1east for the time being. Questions

o regardmg the fa1rness and equ1ty of various Illinois taxes continued. Perhaps the

o reader is now aware of how the economics of taxation is related to pohtics The

| ,vnext chapter w111 examine pohtlcs--the name of- the game.
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' CHAPTER 5 '+

- FROM CITY HALL TO WASHINGTON--
POLITICAL AND ECONOMIC PRESSURE

In.the economic sense, the business of government can be viewed ag the
l

‘*.performance of gervices for the people and the collection of money to pay for those

o serv1ces from € people., It seems s1mple and mechamcal but it is not,

All government pollc1es decisions and activities are tied to people, either
alone or in groups. The way people choose to structure their affairs has ‘much to
’ do with howdh’ings&.get done who does them, and who they do them to. Because

‘certain Federal Government pollc1es affect some c1tlzens or groups more than

; others, 1nterest groups have evolved to influence governments to make decisions

favorable to them, Let's examine both the city government and the Federal Govern-

Vi v

ment more closely L
. ..—r',-_ b j .
The Source of the City's Right to Govern

Most people take the fact of. power as given, We rarely consider why we
depend on the c1ty to perform 1ts services to us, or why the c1ty has the right to

- make us obey its rules and pay its taxes. v
In general c1t1es are glven the1r r1ght to govern by their state government.

From a: pract1ca1 pomt of view it would be very difflcu]t for the state’ government

o to take care of the day-to day concerns of each city in the state but the Job still

o .&to be done, The garbage needs to be collected the police and fire. departments
L need to be equ1pped staffed managed and pa1d schools need to be .operated, etc.

‘ The state solves tms adm1mstrat1ve problem by g1v1ng the city a charter
wh1ch grants the c1ty the r1ght to govern 1ts area The c1ty has less power than

! the state and only has the r1ght to do the th1ngs that 1ts charter perm1ts it to do.

There ,s’re many ways for mun1c1pal governments to be structured - The .

- two most popular forms of c1ty government in the Umted States are called the

‘ mayor-councll form and the comm1sslon-ma.nag r form. AR

The d1fference in the two forms 1nvolves the way power and respons1b111ty
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are concentrated In the mayor-council form voters choose a mayor and coun-

cillors to run the c1ty ‘The mayor has final. authority, adm1nistrative power and

o responsib1l1ty If anythmg goes wrong anywhere along the line the mayor gets

‘ blamed Th1s system tends to elect popular mayors who have the pol1t1cal power
?to get th1ngs done, although they may not know very much about adm1n1ster1ng a
government o
; In the commission-manager form the voters elect a comm1ss1on wh1ch then
hires a professionally- tra1ned c1ty manager to run the government In theory the
- trained manager does not y1eld to political pressure. o

Both systems of city government have supporters and critics. Neither one.
guarantees good government. No matter what administrative mach1nery 1s set up,
.good government only seems to be achieved by watchful and part1c1pat1ng c1t1zens

_The job of government is complex. The city adm1n1strat1on must plan what
' it wants to do, budget its funds, and keep everyth1ng operating. S

Planning is very difficult because it requires that the planner f1gure out ‘.: |
what the future is going to be like. The government can t decide how large a hos- o
: p1tal to build unless it makes some predictions about how large the populat1on will
\ be. It can't decide how many roads to build unless it predicts how many cars w1ll
';]be in use. ‘ ‘ )

Budgeting is the process of figuring out how much things are go1ng to cost ‘
ﬁand then matching those costs w1th revenues. How much will a new roadway sys- )
tem cost? Where will the money come from to pay for it? The answers requ1re
both technical and political knowledge. ‘Making a government run, operat1ng the
_:mach1nery of governrnent, 1s comparable to manag1ng a maJor corporat1on Some
“cities have many thousands of employees doing hundreds of different k1nds of JObS
The employees are civil servants,,“but many of the managers are pol1t1cal appomt-
'ees . To make things even more §1ff1cult each city has: many bosses and customers
‘(the.c1t1zens) to satisfy;. many more than most corporatlons do Clty government
| “1s so cmnplex and d1ff1cult that many experts have sa1d that ‘the toughest job in the
Un1ted States other than the Pres1dency, belongs to the Mayor of the City of New
‘York ' ‘

Most c1tlzens feel that the government should work for them and each

citizen seems to have a d1fferent idea of how the government should be run. When -

some c1t1zens agree on certain aspects of government they tend to join together
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both formally and mformally, mto pressure groups to try and make the govern— .
: m'ent do what the group wants 1t to do, These groups perform w1dely different

‘, functions.‘ They range from ethmc groups that want the city to name parks or )
public buildings for their heroes to groups that want the courts to prosecute cases
i more qu1ck1y, to those that want to preserve historical shrines and to those who

-: want to get contracts for doing the city's business. . ‘
- | | ‘ Which groups are successful and which are not depend on many factors,

some of wh1ch are hard to figure out. - Still, it is sure that the quality of a. c1ty is

‘ very dependent on its political life..

Pressure Politics

City government is usually complex and bureaucratic. Rules are made and

- unmade frequently, the degree of services provided varies from one part of the

. city to another. ‘Some people are harassed for breaking some laws while other
,people can break them at Will With all this, the system seems to work pretty well
.for most people. Why‘? and How‘> Pressure seems to be the answer. We tend to
orgamze ourselves into special interest pressure groups, or lobbies, that seem to
have the effect of balancmg government action or, at least most of the time pre-
venting the government from getting too bad. '

So put Simply, if you don't like some action of government, or if you want.-
. the government to: do something that it is not domg or not doing enough, put on the

1
pressure. ‘

Lobbyists in AWashington

: Just as people put pressure on their city government so can they influence
the actions of Congress in Washmgton. Large number of individuals and groups
have their particular interests represented by people who are known as lobbyists.
Lobbyists arel often‘ referred to as an invisible arm of government. A lobbyist is
: likely to be a highly technical person who furnishes members of Congress with

Ia.cts and information Many of them actually draft or write much of the leg1slation

Lo See the Schwartz Citizenship Project Unit Pressure Groups in a Democracy,
by Lorraine T. McDonald for a detailed account of how people can group together

to 1mprove our quality of life _
| | 4 1
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A\:,‘.congressmen. S ; ‘

¥ The Select Commlttee on: Lobbylng Act1v1t1es of the House of Representa-‘

kl “vt1ves concluded in 1951 that "all substantial attempts to influence leglslanon for

; ‘.‘pay or for any cons1derat10n constitute lobbylng " Frequently, the efforts are to °

= mﬂuence leg1slat10n that has a monetary or econom1c impact upon the group. It =
| may be for tax rel1ef it may be for salary increases for postal workers, govern-

| ,ment subsidies to certain industries or it may s1mply be for 1ncreased penslons |

:and ‘social security benefits.

v In 1971, a total of $6,524, 849 was reported as spent in lobby1ng activities,
compared to $5 841,578 in 1970,  The increase can be accounted for by the report-
.ing of expend1tures by Common Cause of nearly $850 thousand. The following table
| ‘s‘hoWs the amounts of money reported as spent by major interest groups in 1970 and

1971,

LOBBY SPENDING RY INTEREST GROUPS
No. of‘ Groups .
| 971 191 1970
BUSINESS | 143 1,848,963 1,901,031
POWER - 7 50, 170 -0-
CITIZENS ' 48 1,667,990 1,064,600
EMPLOYEE AND LABOR 36 1,466, 175 1,035,815
FARM ‘ 31 571,877 600, 946
FOREIGN - -0~ 32,404
INDIVIDUALS AND FIRMS - -0- 42,821
 MILITARY AND VETERANS = 6 493,802 569,035
. PROFESSIONAL 16 350,353 565,413
. Misc 85 __ 75,518 29,469
‘ o \ 322 75,524,849 5,841,578

The amount of lobby spending is required by law to be filed with the clerk .

- of the House and the secretary of the Senate. It is published in the Congressional

: Ta.x-related questions are of great 1mportance. Cont1nu1ng debate sur-
‘ rounds such problems as the oil depletion allowance, investment cred1ts and

. tariff levels. , 4 2

-':‘_“'1ntroduced in Congress. ‘Some of them even write speeches given in Congress_by "




\";Record In the 1ast two years the largest amount of money was reported as spent

‘ :by Common Cause an organ1zat10n promot1ng the public welfare wh1ch expressed "ﬁ

; great mterest m the chsclosure of money spent in campa1gn1ng for pol1t1ca1 offices.

' “‘More will be wr1tten about this later.

Other interest groups spending more than $100 thousand in 1971 were
Veterans of World War I (308,946); Amerlcan Postal Workers Umon (257 093)
AFL~CIO (205, 101); Amemcan Farm Bureau (165, 063); U. S. Sav1ngs and Loan
League (158, 727) Natlonal Assoc1at10n of Letter Carriers (135, 334); National Com-
mittee for an Amerlcan SST (131 080); Disabled Amer1can Veterans (129, 881);
Natlonal Association of Home Bu11ders of the U. S, (125 779); Amerlcan Truck1ng
Assoc1at10n (115,287); Amencan Med1ca.1 Association (114 800); National Associa- f ‘
tion of Postal Supervisors (102 795). ‘

The First Amendment to the Const1tut10n assures cihzens of the right to
petition government officials, Orgamzed interest groups are entitled to bring
their views and desires to Congressfor considered action. The Federal Regula-
tion of Lobbying Act»ot: 1946 is an attempt to keep such petitioning in the open, by
requ1r1ng the reg1strat10n of lobbylsts and the disclosure of money spent in lobby- |
ing act1v1t1es.‘ Even so there have been times when lobby15ts have exceeded proper
standards of conduct. - President Elsenhower once vetoed a natural gas bill because
he believed that the lobbyists for the b111 (wh1ch he supported) exceeded standards
of propriety President Eisenhower felt that the Amerman people m1ght begin to
doubt governmental honesty if the bill were to become law,

Even though attempts to influence 1eg1s1at10n through lobbying may some-‘
times involve improper act1v1t1es we should be aware, however, that some groups
do attempt to influence legislation that is for the common good, Common Cause,
an orgamzatlon that has only ex1sted for a few years, has been exert1ng great effort
in its attempts to get people running for public office to disclose the source of their
campaign funds. Other groups have concerned themselves with problems of pollu-

tion and efforts to influence Congress to pass laws that would reduce the amount of

‘pollution of our air and water.

Lobbying is not the only way attempts are made to influence public officials.

There have been times when businesses have attempted to inﬂuence appointed govern-

| ment off1c1a1s. Many governmental commissions make dec1smns that affect compa-

nies in certain industries. Consider the Food and Drug Administration, Interstate
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v_‘gCommerce Comm1ss1on Federal Trade Commiss1on They may: rule on whether
'ﬂ'?ia certa1n drug can be sold in the market on what rate may be charged for mov1ng
: .--household goods from state to state, or whether a buslness is usmg decept1ve ad-
K vertislng, and so on,’ Occas1ona11y, businesses may be sued by a government
agency In 1972, the Internationa.l Telephone and Telegraph Corporation (ITT) was
1nvolved in defending itself against some antitrust lawsu1ts, 1n1tiated by the J ustice

Department

. Kleindienst and IIT

On June 8, 1972, the U. S. Senate approved President Nixon'snomination
of Richard D. Klelndienst as Attorney Genera.l head of the Justlce Department
Before its approval the Senate J udiciary Committee held hearings tw1ce on his
qualifications. The second of the hearings was held because of an expose news

story that raised an 1mportant question. _

Late in February the Committee had voted (13 -0) to report the nomlnation
favorably to the full Senate. Before a vote was taken a story appeared in a news-
paper column by “er. vJac.k Anderson. Mr. Anderson claimed that Richard Kleindienst
had held about a half-dozen secret meetings on the ITT antitrust case with d direc- |
tor of the company before the settlement was reached. Mr. Kleindienst requested:
new hearings 1n order to testify to the Committee about this charge. Accordingly,
the Senate Jud1c1ary Committee dec1ded to w1thdraw its prev1ous recommendations
to the Senate and conduct new hearings.

‘ ‘ At the hearings there was conflicting testimony about a memorandum alleg-
edly written by a lobbyist, Mrs. Dita Davis Beard. The memorandum suggested
that there was a link between the settlement of the antitrust suits against ITT and
a contribution by the ITT-Sheraton Corporation to the Republican National Conven-
tion to help underwrite the _expenses for the 1972 convention to be held in'San Diego.

| V(The convention site was subsequently changed to Miami Beach) Any settlement |
of those cases in return for a political contnbution would have been grossly im- ‘
proper and a violation of the law. If Mr. Kleindienst were found to be a party to

- such action, it would have undoubtedly disqualified him for the post of Attorney

" General. . o | '

The majority report of the hearings ‘stated that

"The Committee concludes that Mr. Kleindienst acted properly in the

a2
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conduct of his off1ce 1n the matter or the settlement of these cases. P
. Senator Ph111p A Hart Democrat of Mlchigan flled an 1nd1v1dual report

Among his comments the follow1ng statement about lobby1ng appears.

"As for the inevitable atmosphere of pressure created by ITT's more gen-
eral lobby1ng efforts, one cannot pretend that it was absent from the settle-
ment milieu. Regrettably, such pressure has haunted the Antitrust Dwi-
sion under every Administration. The Division does not operate in a . v
vacuum. The perennial ties between Washington and big" business constant-
ly threatens vigorous antitrust enforcement. " ' s

 Although Mr, Kleindienst was cleared of any wrong doing and approved as
qualified to be Attorney General the larger issue of the relationship between b1g
bus1ness and government rema1ns. It is a fact that there were government ant1-
trust su1ts aga1nst ITT and it can be assumed that the company would desire to be
acqultted of any charges of restraint of trade. It may have been noth1ng more than :
a comc1dence but there was also ev1dence that ITT Sheraton planned to nge a con-
tribution of several hundred thousand dollars to the Republlcan Nat1onal Conventlon.
The fact that a lobbyist was connected w1th this ra1ses questlons about what kind of
influence was being sought. ‘
When money is contr1buted to polxt1cal causes by individuals and buslnesses,‘
the campa1gners are somehow 1ndebted to the donors. Let's examine some facts

‘about the spendmg that takes place for elect10n campa1gn1ng

Financing Elections
The Citizens Research Foundations has made estimates of the amecunt of ‘

- money spent during all elect10n campalgns in the Presidential election years since

1952 The estimates are: »
' 1972 - $400 million

1968 - $300
1964 - $200 '
1960 - $175 "
1956 - $155 '
1952 - $140 "
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,;ijt is c1ear that very 1arge sums of money are be1ng spent to win e1ect10ns and that ;

B '.fthese sums have increased s1gn1f1cant1y m the past twenty years. In 21950 re-

. port the House Select Comm1ttee on Lobby'mg wrote that

Th1s comm1ttee is concerned that most lobby groups of any consequence
are to some extent involved in influencing elections. Today's legislative -
‘stakes are too high for such groups.to abstain from working for the election
of candidates most likely to favor the1r demands " ‘

‘ I we exam1ne the rece1pts and expend1tures for campaigningof the two
Pres1dent1a1 contenders for 1972 we can get an idea of the stakes 1nvolved in the
off1ce of Pres1dent of the Un1ted States. On October 27 1972 President Nixon re-
ported rece1pts of $24 m1111on and expendltures up to that date of $31 6 million.
Senator McGovern reported receipts. and expend1tures of $17 million each. ‘

' Under a new law that became effect1ve April 7 1972, contributors who gave “
more than $100 to a campa1gn had to be identified by name and address. Between
January 1, 1971 and March 9, 1972, 283 donors were 11sted as contr1but1ng a total
| of $5 million to the N1xon campa1gn Among the 1arge contributors were W. Clement -
Stone ($1 m11110n) R1chard Mellon Scaife ($800 thousand), Arthur Watson ($300
thousand) John Mulcahy ($255 thousand) Kent Smith and wife ($244 thousand)

Trust for’ Agr1cu1tura1 Political Education ($187 500) Raymond R Guest ($170
thousand), Jules Ste1n ($117 thousand) ‘and f1ve others who each gave one hundred
thousand -dollars.

Some contributions are classified by particular industries- these are given
to certa1n cand1dates for House or Senate seats, as we11 as the Pres1dency vAre-
port on some of these contr1but1ons was issued in September 1972, Of a reported
$501 235 contr1buted more than 300 thousand dollars was spent in the support of
certain candldates for seats in the House of Representat1ves Among the large ‘

_contributors to House and Senate e1ect10ns were med1ca1 or health, industry, bank-
~ing, and labor. It is presumed that campaign contr1but1ons would be madsz to those

seeking office who were sympathetic to the views of the particular donor.

‘ 1This money, of course, is not from tax reveriue, but donated by businesses,‘
organizations, and individuals. It has been suggested that a reduction in campaign
~expenditures. as well as equalization among candidates can be effected by providing
a spec1f1c amount of pub11c money for candidates and proh1b1~1ng private contribu-
tions. This, it is claimed, would also reduce the chances of favoritism toward
large campaign donors. The suggestion has not yet become reality.
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I you would like to get additlonal 1nformat10n about campa1gn spending in.

. 'the 1972 natlonal e1ect1ons consult issues of the Congress1ona1 Quarterly, where

such 1nformat1on 1s regularly published

_ Most f1nanc1a1 1nformat10n that is now pubhshed is due to a new law en- :
titled the Federal Electlon Campa1gn Act which became effective April 7, 1972
Its passage was v1gorously supported by the lobbyist organization Common Cause
discussed earlier in this chapter It was degigned to accomphsh two maJor pur-

poses:

1, Require report1ng and public dlsclosure of campa1gn contr1but10ns
and expenditures by candidates for all federal elective offices, and
by all political committees support1ng the candidates. :

2. Fix a limit on the amount of money candidates or parties may spend
for political advertising on television, radio, newspapers, magaz1nes
b1]_1boards and certa1n spec1f1ed telephone equ1pment :

The act does not limit the amount that a political party or cand1date may raise or
spend ‘However, there is a ce111ng on what may be spent in the communications
media. It is ten cents for each person of voting age in the nation, State or con-
gressional district, of which only six cents may be spent for broadcasting.

‘What can be concluded from the information presented in this chapter?
Whether at the local level or Washington, citizens can have influence on political
decisions. But to be effective in accomp11sh1ng one's objectives, it is probably a
good idea to organize, Many groups--such as industry, agr1cu1ture and labor,

' have organized and spent large sums of money lobbying in Wash1ngton and support-

“ 1ng candidates for pub11c office. These groups attempt to influence 1eg1s1at10n
favorable to the1r own interests or governmental dec1s1ons that will be profitable

'to them, or. at 1east not harmful The pol1t1ca1-econom1c activities of groups

’ support1ng cand1dates and their own se1f-1nterest must be disclosed so that the
public -at large knows about them If c1t12ens have the 1nformat10n they are better
v able to make mtelhgent decisions in vot1ng for cand1dates who support issues that :
- they (the'citizens) support. Some of our new laws are designed to better enable

the citizen to make intelligent dec1s1ons.
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- BUSINESS AND THE AMERICAN POLITICAL PROCESS =

Busmess and the Amer1can Pol1t1cal Process is a unit that is concerned

: YWlth some of the fundamental relat1onsh1ps between pr1vate and public finance;

o The; mater1al consists of sect1ons wh1ch d1scuss the concepts, issues, and prob-

:lems beh1nd bus1ness taxat1on and serv1ces It explores some of the differ-

o :ences between the private and public sectors and 1llustrates some of the pollt-

‘1cal problems which compl1cate what otherw1se appear to be economic. questions.
: The 1..u"t is intended to provide students with a better understanding and working
lmowledge of business, political science, and economics. ‘
| The unit introduces some 1mportant and difficult concepts in the theory of -

| ta.xat1on A determ1ned effort has been made to reduce jargon to a minimum. |
- We are not concerned with having students learn the econom1st's language rather, |
- we want them to use the economist's knowledge and sk1lls to understand more ful-
1y the soc1ety in which they live, In some ways this unit confronts the trad1tlonal

neutral1ty which 1s the hallmark of pure economic theory. It may also b wisist

7.;that a. study of taxaticn is incomplete without an accompanying explorat1on of fiscal

i pollcy -~ the relat1onsh1p between planned federal expenditures and revenue. The

author determ1ned that important concepts in fiscal policy requ1red separate treat-f

,ment in: themselves and arb1trar1ly excluded them from this umt The 1nterested

_ teacher may wish to pursue how fiscal policy is used to ach1eve a few of society' s |
:"Agoals Such goals are d1scussed br1efly in Chapter One of the student book.

Bus1ness and the Amer1can Pol1t1cal Process is not- meant to be a complete

or comprehenswe treatment of all aspects of publlc and- pr1vate finance. At teach-
’er d1scretlon the umt may be expanded to 1nclude quest1ons and problems not V
Q::;treated here The un1t 1s also not meant to be . prescr1pt1ve but rather a Sprlng-} ’
board for study1ng c1v1cs and econom1cs as they are manifested within our pol1t1- 5
:\ fiktcal and soc1al structure The amount of t1me devoted to the study of busmess and .
publ1c f1nanc1al pol1cy and related quest1ons w1ll depend upon the. scope and magn1-

" _'tude of the 1nvest1gat1ons undertaken The Teacher s Guide is 1ntended to prov1de
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the un1t mater1a1

The umt 1s d1v1ded 1nto the followmg (‘hapters'

Introduct1on' ' To the Student

_vg;h'apter 1: ‘The Slze and Scope of Government Services~
Chapter 2: The' Effect of Government Serv1ces on a Market

' ‘ Economy
Chapter‘ 3: F1nanc1ng Government
Chapter 4: A Case Study—-Pass1ng An Income Tax in Illinois
Chapter‘5: .~ From City Hall To Wash1ngton--Pol1t1ca1 and Eco—

} nom1c Pressure |

‘ As one on-going activity throughout the unit, the teacher can request that

'students collect art1c1es and cartoons from current per1od1ca1s wh1ch re1ate to |
: questlons concern1ng bus1ness public finance and taxation. There is. much debate

over proposed government support of 1ndustr1es wh1ch are 1n financial trouble—-
| e.g. ;--ra11roads and compan1es which are work1ng on defense contra<.ts Letters e
to the Ed1tor are a1so a fertile source of 1deas and debate since almost everyone -

has his op1n1on about how tax dollars shou1d (or should not) be spent. At the con-

“.‘.j_cluSIOn of study, th1s material cou1d be reviewed both as an index of public opmlon

Y, ',-"‘,and for comprehens10n and comp1eteness as it relates to the 1ssues stud1ed
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ADDITIONAL ON GOING AC TIVITIES

The follow1ng suggestlons are app11cab1e to a11 chapters and 1deas conta1ned
n the un1t and shou1d serve to 1ncrease depth: and breadth of understand1ng as

students 1nvest1gate the .c%ncepts and issues of the un1t

. : ‘v‘ “' o .."\‘., - T
0 1, Some words are def1ned in.the text as they occur, Students can be re-
{z;”quested to keep a supplementary word list, with appropriate definitions, as they &
~work through the mater1a1% Under the head1ng "Concepts and Ideas for D1scuss1cn .

and Reflection' 'in the Teacher's Gu1de the teacher will find concepts and terms

,.wh1ch in genera1 require. more than simple def1n1tlon, and which are: subJect to - .
'-xconS1derab1e debate and d1scuss1on. The generahzatlons given are in 1arge mea-

‘sure only representatlve of those which might be made, and in several cases re-
‘quire. further 1nqu1ry and discussion before their validity can be estab11shed '

B .2 Graphs and. charts dep1ct v1sua11y what is somet1mes d1ff1cu1t to convey o
Y”j‘-through the wrltten word...Selected students can be asked to’ prepare graphs com- . o
: :‘;._fparlng levels of expend1ture ‘or collectlon re1at1ve to different t1mes orlevels of

. ”;I'government Such’ mater},als make exce11ent bulletih Board d1sp1ays and are eas11y
;'ava11ab1e to a11 CIass membexé l* .

i 3. The concept of the allocatlon of resources is fundamenta1 to the re1atlon- :
a sh1p between governmental programs and public f1nance Perlod1ca11y, students
“.yj‘mlght be asked to investigate d1fferences among the f1nanc1a1 prierities of federal,.
state, and local governments between partlcular presidential adm1n1stratlons (or
governors) at d1fferent times; or perhaps federa1 government spend1ng (amounts ‘
r.-and. types) over the 1ast 150 years. . The‘Tat r top1c should develop some 1nterest- ,
'{i’i;“llng 1ns1ghts 1n the areas of soc1a1 welfare g‘d the extens1on of government serv1ces. ~

ool 4, At d1fferent perlods of our. history certain. 1ndustr1es have become prom- o
7‘;f1nent Among these would be the- railroads, steel, and oil. Students m1ght be asked °
~ to’ 1nvest1gate the re1atlonsh1ps between one of these. 1ndustr1es and government,
;fdeta111ng not only the amounts and types of 1nf1uence they wielded at the time, but
examining any restr1ct1ve or benef1c1a1 1eg1s1atlon passed in response to the1r ac-’
,t1v1t1es. R : ‘ :

"o

SUGGESTED CHAPTER AC TIVITIES

‘_~v/~,.4
: A

© INTR oDUcTION‘

-~ PR

»

) ‘-v-,-'Di‘scussion Questions: . .
1 '55"- Suppose everyone who worked for the government went on str1ke at the e
- same. time? Who would-you not1ce f1rst‘? What changes in your life " . B

i m1ght have to be made" I AT e




!

:*".Some people say that smce poor people contr1bute 1east to the govern ‘
“fment they shou1d get the 1east he1p from the government Does that
V"make sense: to you" Why" - e

o,

3. To what extent do: you be11eve government is respons1b1e for the welfare
of its c1tlzens" Is too much be1ng done for us now? - Too 11tt1e" Why"

. LTI "~
x'\,v Semt . .

» --Concepts and Ideas for D1scussmn and Reﬂectlon

;f economics . federa1 government o
- government services = .revenue -
e é#'Optional ‘Acti‘vity:x N fo H}g_ ‘

1,"
N

Have the c1ass make a. 11st of a11 the government serv1ces they can th1nk of 5‘
. at each governmental 1eve1--c1ty, state and federa1

® O i'

[
.

Chagpter 1: THE SIZE AND SCOPE OF GOVERNMENT SERVICES

o ‘--DISCUS810n Questlons

1. What d1fferent kinds of serv1ces are prov1ded by federa1 state and
*  local governments" How do you account for the S1m11ar1t1es ‘and. d1f- :
fferences" - : : b :

2 _Why can't the benef1ts of essent1a1 pub11c serv1ces be W1thhe1d from E
L part1cu1ar persons or groups of persons" o

o 3 - In wh1ch areas of soC1ety do we tend to turn respons1b111ty over to
o government" Can you think of some areas of social life in which we
apparently do not want government to assume respons1b111ty"

- -—Concepts and Ideas for D1scuss1on !lnd Reﬂectlon

‘\.. L,:*-

government'regula on“‘ -~ per: fcapita tax
public service - = i - @llocation of resources

‘;private enterprise :

: & . “

‘_ ,

common good

' economic scarcity

: market econorny




